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ABSTRACT 
As retailing industry in China started opening up in early 90’s, the subject has drawn 
much attention from investors from various country. Many pioneers have invested in • 
retailing in China based on their experience obtained from Hong Kong or Taiwan. 
This study aims at collecting executive input, cases studies and questionnaire survey 
to understand the current and most accepted practice for strategies for marketing and 
promotion for retailers in China. 
Most authors of the journals have pointed out the huge market potential and the 
sustaining income growth of Chinese consumers, has offered very positive investment 
opportunities. Some other authors focused on challenges, difficulties and China 
unique problems stemmed from culture differences and the close door policy for 40 
years. There are also discussion on unique promotion and marketing tactics to deal 
with this fast emerging and yet fragmented market. 
A few examples of running various forms of retailing, including full scale department 
store, branded name cosmetics, fashion watch, supermarket and fast food outlet serves 
as valuable management intelligence for the industry have been included. Survey on 
current marketing and promotion strategies was conducted and very interesting 
information was uncovered. Most of them emphasize the importance of sales 
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promotion to their sales performance. Use of advertising agents is a very common 
phenomenon, however, there is no notable trends in the satisfaction of agencies. The 
survey have also studied pricing, current challenges and site selection. 
Through various input, we can identified who are the key targets customers for most 
retailers and the impact of government policies, such as "one child policies", or the 
current social security systems, have significantly affected consumption power and 
purchasing behavior. Retailers handle the promotion mix based on their experience of 
effectiveness of various means. The mix is largely affected by availability and quality 
of different types of media. Advertising agencies' quality, level of services and ability 
to handle China unique problems are still immature. Premium pricing is by far the 
leading pricing methodologies employed by most retailers and they are still trying to 
stabilize sales revenue by predicting the sale trends with executive experience. These 
are all typical models during early stage of market entry into a developing country. 
In the longer run, there are still be numerous challenges in front of retailers but 
3. 
positive incentives such as growing income, decreasing import tariff and further 
opening of the industry is still motivating retailers to keep expanding their business. 
Other follow on research such as consumer behavior, impact of town reforms on 
shopping pattern and customer flow and more specific regional or city level studies 
will be able to provide further insight to investors and decision makers. 
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Ever since the 90，s，retail sector has become a major hot topic among foreign 
investment and has drawn much attention from overseas investors from Hong Kong, 
Taiwan, Japan and other western countries. For example, according to an article in 
the China Briefing, published by the Hong Kong Bank China Services Limited, 
Yaohan group of Japan will invest 100 million US Dollars (USD) to build a new store 
in Pudong scheduled to open in 1996. There are many projects signed and confirmed 
with investment ranged from tens of million USD to over 100 million USD. Attitude 
from Chinese officials has always been prudent and emphasis was always on step-by-
step approach. Since Revolution in retail sector is experimental, it is stressed that not 
much shock should be created to local retailers which are largely state owned. 
However, as more and more criticisms were expressed in newspaper, business 
journals as well as pro-China publications on the service quality, product assortment, 
management know-how and efficiency of local state owned retail establishments, 
Chinese officials started to approve foreign investment in retail sector under 
"controlled experiment". 
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The huge and almost unlimited market potential of China attracts all types of 
foreign investors. They are afraid to miss the boat to knock the door in making 
investment in China from all over the world. According to a recent study by Coopers 
and Lybrand, retail sales has grown from 214 billion Renminbi (RMB) from 1980 to 
1340 billion RMB in 1993，and is expected to reach 3200 billion by year 2000. Year 
to year growth is more than 20% and in major coastal cities, exceeds 30%. If we look 
further into the growth by type of ownership, joint ventures' growth is three times 
that of the state-owned companies in 1993. The total size of the market remains 
unclear and controversial. Limited reliable statistical figures were available regarding 
household income, disposable income and consumption behaviors. In addition, 
industry leaders believe that the actual income of household is higher than reported in 
the surveys. The households have high disposal income because they do not have 
burden in housing mortgage and other personal commitments. Therefore, their 
purchasing power is further jerked up. 
Having laid out the attractions, however, there are still numerous restrictions 
to enter the market from a foreign investor standpoint. The retail industry can be at 
least divided into the following sub-industries: Department store; Garment chain 
store; Food & beverage chain store; Supermarket; and Brand owners/Specialty 
Shops. Each of them faces very different problems, and plays a different role in the 
supply-distribution chain. In addition, there are many different aspects of the industry 
which pose unique problems, and need special tactics and strategies to resolve. Some 
of the situations are unique to China, some are basically universal to the retail 
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In addition, there are many different aspects of the industry which pose unique 
problems, and need special tactics and strategies to resolve. Some of the situations are 
unique to China, some are basically universal to the retail industry. Examples are, 
investment investigation, feasibility studies, operation preparation and set up, 
managing relationship with Chinese partners, supply restriction and management, 
dealing with the authorities and semi-government organization such as consumer 
council, human resources management, marketing and promotion, financing (both 
local and offshore). 
So far, substantial investments have been made by retailers in different types 
of retailing, such as department store, brand marketing, chain store, supermarket, as 
well as franchising. Many listed companies rely heavily on their businesses in China 
to obtain handsome return to shareholders. Their stock prices move with the business 
climate of their respective industries in China. For example, many listed companies 
in retail industry in Hong Kong have considerable investment in retail operations in 
China. Some of them have higher turnover in China than in Hong Kong, for instance, 
Goldlion. 
By now, most foreign retail operations have been operating for two to three 
years. In more recent publications in 1994, we repeatedly see more reports on the 
difficulties related to the operations of the industry. Key problem areas include 
relationship with local partner, competition on store location, supply management, 
poor sales, staff shortage and quality, soaring cost, tax issues, tariff as well as non-
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tariff import barriers. Shortly after the opening of the market in early 90s, it now 
comes to a turning point where investors became more cautious and their analysis of 
the investments is quite different from three years ago. 
Studying retailing industry is no doubt an extremely interesting topic for 
business researchers and scholars, it will also uncover many valuable management 
implications for marketing and distributing consumer products for the 21st century 
when China is likely to become the world's largest consumer market. The following 
key reasons led us to conduct a more in-depth and comprehensive study of the retail 
operations of foreign investors in China: 
• It is a tough market with huge potential 
• The industry is one of the latest open-up industry and it drew tremendous 
attention and investment from overseas investors. 
• Information on China retailing is relatively incomplete and lacking. 
In our study, we will focus on marketing and promotion of retail sub-industries 
as we believe it is the most critical factor for the success of an operation, it ties 
directly to the revenue, awareness, image building and the long term viability of an 
operation. 
We will cover all major elements of the marketing mix such as segmentation 
and target customer, - pricing, promotion and advertising, as well as product and 
5 
distribution. After various methods of data collection, interviews with industry leaders 
and literature review, we aim to offer our insight and management implications in the 




To achieve our objectives of the study, we shall firstly go through all relevant 
publications and business journals. Sources of second hand information are mainly 
the following: 
• Local newspapers reporting latest movement of major retailers and 
their investments 
• Academic journals 
• Publications from trade associations such as Hong Kong Trade 
Development Council, Hong Kong Federation of Industries. 
• Publications from leading consultants such as Coopers & Lybrand 
These publications offer a good understanding of the general market 
environment of the China retail market, including the market potentials, the ways of 
market entry, major obstacles, evolution of the industry, major players, current 
operations, successes and failures. 
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In the next stage, we shall be conducting in-depth interviews with industry 
leaders who are senior executives from representative firms. Target firms for 
interviews are department stores, major garment chain stores, food & beverage 
outlets, and branded goods distributors. We aim at collecting qualitative management 
insight from leading industry practitioners about their operation experience, major 
decisions they have made for their firms' marketing and promotion and their 
evaluation of the current situation. We firmly believe information collected through 
interviews are extremely helpful as they supplement to what we found in the second 
hand materials, it also offers unique perspectives on respective sub-industries and 
offers practical guides to other practitioners in the same industry. 
A third source of information for our study will be the comprehensive projects 
conducted and presented during the course of "Seminar in China Retail Marketing" 
offered in the second trimester of the Three Year MBA program of Chinese 
University of Hong Kong during the academic year of 1994-95. These projects 
present the overall picture of investment and analysis of leading retail firms with 
substantial investment in various aspects of the industry. 
Finally, based on all the data collected, we will design and distribute 
questionnaires to all leading retailers. The focus will be their marketing and 
promotion management. We aim at collecting more systematic information on how 
they manage their marketing and promotion in China. We will be targeting 
department stores, garment and fashion chains, food and beverage outlets, 
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supermarkets and branded goods distributors. Mailing list mainly comes from listed 
companies, large department stores with operation in cities like Shanghai, our own 
observation in major cities in China where we can find who are the major players. In 
addition, reports in trade publications and newspapers also reveal the companies who 
have a major stake in retail operations in China. 
In our study, we have not included two categories of goods, namely household 
appliances, alcohol and cigarette. Household electrical appliances, despite being a 
major retail item, are targeted to households, not individual consumers, and stake are 
mainly held by Japanese manufacturers, not retailers. On the other hand, western 
cigarette and alcohol has entered China market much earlier than other consumer 
goods and they have unique distribution channels through monopolized state owned 
companies. Smuggling is also popular. In addition, they are major gift items, and thus 
their sales are not directly related to the taste and consumption behavior of the 
average consumer. 
With all the various sources of information, we will be drawing conclusions 
and management implication substantiated by first hand collected information such as 
interviews and questionnaires. 
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CHAPTER III 
OVERVIEW OF CHINA RETAIL MARKET 
Opening up of the mnrlcet 
"Just how big is the market?", “ How can I enter into the market?" and “ What 
are the major risks involved in making investment in retail sector?" are common 
questions being discussed in trade publications and academic journals. In Chapter I, 
we have highlighted some impressive figures on the size of the market and the 
magnitude of the investment. In this chapter, we will briefly review what has 
happened to the retail industry in China in the past decade. 
Since the open door policies imposed in late 70's, many investors and 
companies have tried to penetrate into the China market and made various types of 
investment. The pioneers were mostly organizations selling imported industrial 
equipment and machinery tools. They offered production equipment, industrial 
goods, raw materials, petroleum equipment and other high technology equipment in 
telecommunication. All purchases were still primarily under the state plan and 
foreign companies deals with monopolized Import/Export companies reported to 
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Ministry of Foreign Economic relation and Trade. These companies were run by 
officials, not businessmen. Salespersons have to deal with them under socialist 
environment and western ways of doing business were unheard of. 
As the market evolved, the door of the China market opened more, substantial 
Investment was made in manufacturing, petroleum industry, electronics, hotels, and 
light industry. All large multinational corporations made major investment and hired 
millions of people in China. For example, it was reported that Hong Kong alone 
employed between three to four million workers in the Pearl River Delta area. Besides 
employing low-pay, unskilled worker for labour intensive industries, heavy 
investment has been in Shanghai, Beijing and North East China in high technology 
and capital intensive industries, such as electronics, telecommunication equipment, 
appliances, chemicals, and pharmaceuticals. 
Following the development in both "low tech" and "high tech" industries, 
investment and development were extended to "the tertiary sector" led by industries 
such as banking, advertising, accountancy and legal services, and market research, etc. 
The hottest topics in the early 90's were: When will Chinese government allows 
foreign banks to operate in RMB, and when will they approve larger scale foreign 
retail project in major cities. The opening up of these sectors will mark the final 
opening up of the market to allow foreign investors to compete in the everyday life 
market of the massive consumers of the China. 
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With the success in opening of the sector, we can expect other restricted zones 
will soon follow, such as insurance, massive distribution of films and movies, western 
style print media. In the last couple of years, we saw many "exception" and 
"controlled experiment" for projects in sensitive industries such as insurance. For 
example, American International Assurance Co. Ltd. (AIA) was approved in Shanghai 
to operate life insurance, though with much restriction in its scope of business. 
The retail sector has always been considered as one of the most sensitive 
market for the following reasons. Firstly, the channel of distribution, industry 
structure is closely related to every consumer and any change may cause instability in 
consumption, and may cause inflation. Secondly, opening up the sector will definitely 
bring in fierce competition and threats to the existing state owned enterprises which 
are weak in management, poor product offering, inefficient channels of distribution 
which have been criticized for decades. In fact, the state owned retailers and 
wholesalers have been always considered as one of the weakest contestants when 
compared to their foreign counterparts. Finally, retailing and consumption are 
considered "ideological" and they are very sensitive to the officials. Debates on ideas 
of overspending, popularity of expensive and luxurious goods, and the promotion of 
individualism which might result from open market are all common items appeared in 
various publications. 
Although some testing points have been established much earlier, such as 
Park'n Shop in the mid 80's, it was not until 1992 that official licences were granted 
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to foreign investors to open the sector officially. According to a quotation from the 
spokesman of Ministry of Internal Trade, only 11 licences have been granted for 
operations in Beijing, Shanghai, Tianjin, Dalian, QingDao and Guangzhou. Other 
coastal cities such Shatow, Zhuhai, Haikou, Xiamen, Shenzhen are also included in 
the "experiment". Many retail operations established in other cities are hence not, 
strictly speaking, officially legal. Moreover, there are many other restrictions on 
equity ownership, proportion of import goods sold, import/export rights, plus other 
ideological influence, such as quality of goods, price, taste, style of promotion. 
Officials were always emphasizing that opening the market should be on a 
gradual and limited basis. All investors and projects require central government 
approval. The Ministry of Internal Trade, Ministry of Foreign Trade and Economic 
Cooperation are responsible for approving projects. Wholly owned foreign projects 
are not allowed and the sale of imported goods is restricted to below 30%. 
Forms of Retail Investment 
There are several forms of participation and set up. First of all, investors can 
work out consignment arrangement with department stores, shopping malls or centers. 
This method is most popular among branded goods distributors, which will focus on 
merchandise management, brand and image promotion, whereas the department store 
will cover infrastructure, store-wide promotion, site selection, and the overall 
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shopping environment. This method generally requires less capital and probably is the 
quickest way to set up an operation. 
The foreign investors may also set up a store by joint-venturing with local 
partners and aim at selling specialty goods, for instance, watch and jewelry, sporting 
goods, drug store, cake shop. It requires careful selection of an appropriate partner 
and hands on management after the setup. The benefits will be direct control of the 
operation, fast learning curve and access to first hand market information. 
The third method is to build up chain stores in various cities. All shops have a 
consistent image, and similar merchandise and pricing . Giordano, Apple jeans, Cafe 
De Coral, and Pizza Hut are prime examples. Substantial investment is required but 
it will be the best way to establish brand image and gain the widest penetration in 
different cities. 
Finally, we have seen the opening of some large scale department stores being 
established in 1993 and 1994. Most of the investors are sizable companies from Hong 
Kong, Japan and Taiwan, and ASEAN countries such as Malaysia. European and US 
investors are recent newcomers. 
Normally, only companies who are already operating leading department 
stores in other countries will be able to afford to invest and establish full scale 
department stores in China. They have sophisticated skills and experience to open and 
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run the operation. Management staff are almost expatriates and short term return on 
investment is totally impossible. Apparently, investing in department store represent 
major commitments from the foreign investors and the objective is to build long term 
foundation with critical mass in the retail market in China. 
Other forms such as franchising, despite its infancy for both franchiser and 
franchisee, has been introduced to China by US fast food outlets such as Pizza Hut 
and McDonald's in the early 90's under the cover of cooperative joint venture. The 
terms and conditions are similar to those for joint venture rather than typical 
franchising. Franchising, as a form of retail operations, has not yet taken off in China 
up till now, the early establishments are mainly set up as testing sites. Often, the 
mother companies will normally make direct investment to build long term presence, 
after gaining market knowledge. 
We have also observed that more than one form of operation exist in one 
company or brand. Different methods are applied to fit different degree of economic 
development of the cities. For example, most garment chains operate their own stores 
in GuangDong province as it is also their manufacturing base where they can, on one 
hand, have full control of supply, and on the other hand, they have enough resources 
to manage their own chain store. When they penetrate into other regions, they may 
operate as consignment counters which involve much less risk and management 
hassle. 
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Outlooks of the Retail Market 
There are 17 major cities in China with population over 2 million per city. 
These locations represent the bulk of the spending power and they are normally the 
most developed regions in China and therefore they are the targets for all retailers. In 
the top five cites, about 2 million people earn household income of more than 
5000RMB per month. Coupled with the fact that their proportion of discretionary 
income is much higher than other countries as they spend less than 10% of their 
income in housing and transportation, the real consumption power represents potential 
to all retail investors. 
There are also other major "qualitative factors" which help to predict a very 
bright future market. Firstly, real income growth for consumers has been steady. 
Secondly, emergence of middle class with sustainable consumption and they are not 
just short term millionaires. Thirdly, a tradition of appreciation of quality western 
import goods and they have never been able to buy for the past forty years. The 
fourth reason is, import tariff of imported goods was reduced from an average of over 
50% in 1992 to 36% in 1994. Since China is determined to participate in the World 
trade Organization, the trend of reducing tariff is likely to persist. 
There are several major challenges which stem from either major policy 
changes, economic environment or structure of the market. Since the opening up of 
the retail industry, some major economic issues affected the retail industry in 
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considerable scale. In 1993，devaluation of the currency was an important issue and 
the gap between underground market rate and officials widened. Devaluation ofRMB 
will hurt the consumption power of the mass public and severely affect the sale of 
imported goods. Retailers were exposed to substantial risks in foreign exchange 
losses. In 1994, the announcement of unification of exchange rates and the tighten up 
of monetary control have stabilized the situation. 
The introduction of Value-added-tax (VAT) was another major policy factor 
that increased the cost to both retailers and consumers. The Central Government tried 
to simplify taxation system and expand the taxation base to improve its financial 
position. Even though the application of VAT was on the import/wholesale level, not 
directly on the retail level, it still increased the cost to different parties along the 
supply chain. 
In the middle of 1994，high inflation became the hottest issue when inflation 
rates in major cities soared to over 25%. The central government has to call for 
austerity measures which aim to reduce money injection into non-profitable state own 
companies, to scale down infrastructure projects, and to stop unnecessary 
consumption funded by company expenses such as gifts, tours, and bonuses. The 
overall aim is to try to cool down the economy and control rocketing inflation. 
Retail industry was also severely affected as inflation ate up purchasing power, 
while cost to retailers such as rental, salaries and promotion expense soared without 
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control. Curbing money injection and public spending slowed down general demand 
for consumers and reduced consumption. 
The China retail market, similar to all emerging markets, is characterized with 
policy driven dynamic changes, uncertainties in tax and importation, and wide 
fluctuations in the economy. Despite these uncertainties, most investors are very 
optimistic in the long run and we will further examine their management, marketing 




This literature review is divided into two parts. The first part is a review of 
periodicals and articles on the general idea of marketing strategies covering the target 
market and consumers' behaviour as well as the four P's (Product, Price, Place and 
Promotion) for China retail industry. In the second part, we identified the marketing 
strategies adopted by two cosmetic firms from journals to obtain a better 
understanding of the application of the strategies used in the China retail industry. 
While marketing strategies have been important in Western countries for 
selling or promoting products and services for many years, they have not yet been 
widely used in China because of the unique cultural characteristics of the developing 
Communist country. 
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Marketing Strategies of the retail industry in China 
The following describes the general idea of marketing strategies covering the 
target market and consumers' behaviour and the four P's (Product, Price, Place and 
Promotion). 
Target market and Consumers' behaviour 
In 1993，a special report "The Consumer Market and Consumer Trends in 
China' was published by Yoko Okumura, the assistant director of Japanese Market 
Information Division of JETRO, on the JETRO China Newsletter No. 107. It gave an 
overview of the Chinese consumer market, the consumer trends in Shanghai and the 
consumer situation in Guangzhou. The report pointed out that personal consumption 
and purchasing power has been increased along with the growth of economy since 
1979 when the authorities moved China onto the path of reform and economic 
liberalization. It also reported that sales of consumer goods reached 725 billion RMB 
in 1990，an almost five-fold rise from 1978. The purchasing power was especially 
strong in the Special Economic Zones (SEZs) and coastal open cities where per capita 
incomes were high. Therefore, Okumura suggested a better picture of the consumer 
markets could be obtained by studying cities like Shanghai, Beijing, and Guangzhou, 
which had huge populations and large economies. 
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In addition, the report stated that a class of well-to-do consumers in the major 
metropolitan areas was emerging along with the rise in income. Before the economic 
reforms, everyone had substantially equal incomes, but after the reforms many people 
managed to earn tens of thousands of RMB. While the distinction was not as clear as 
in the capitalist countries, at the moment, a wealthy class, middle class, and 
underclass were being formed. The wealthy class, according to Okumura, was made 
up of managers of private businesses, higher level public officials and their relatives, 
and people working in a joint venture. These wealthier people constituted a new 
group of consumers who played a leading role in the consumer market and provided a 
driving force behind the changes in lifestyle. 
In another article "To Reach China's Consumers, Adapt to Guo Qing" 
published by Rick Yan on Harvard Business Review in 1994，the author believed the 
growth of the Chinese consumer market was due to stimulating consumers' buying 
desire by the blossoming of retail markets and the availability of foreign goods in 
local currency, which resulted from the relaxed regulatory restraints and the further 
open up of the market to direct foreign investments by the China Government. The 
Chinese consumers were able to afford spending more than 80% of their income 
because their basic necessities like housing and food were either supplied or heavily 
subsidized by their Government. However, most consumer markets in China were 
very fragmented because of the central-planning philosophy which emphasized self-
sufficiency of each city, the inefficient communication among cities and local 
government protection of state and collectively owned businesses. 
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Josephine Bow and Maggie Ford published their joint article "Indonesia & 
China - the Retail of two Cities" in Asian Business, October 1993 to report the 
similarities of their consumerism, that is, the desire for high fashion brand-name 
products and the desire to spend money. The article focused on Jakarta and Shanghai, 
while the former is the capital of the world's largest Islamic nation, Indonesia; the 
latter is at the forefront of communist China's move into the 21st century and is keen 
to return to its pre-1949 golden days. Though the two cities are extremely distinct in 
political and cultural aspects, their new generations share the same attitude in 
consumption. Both cities spawned a growing middle class with money to spend and a 
taste for the latest consumer items. Jakarta admitted foreign retailers only under 
franchise agreements with local firms but Shanghai welcomed foreign investment in 
various forms including franchise and joint venture etc., which helped booming the 
retail industry. People in Shanghai were keen to buy brand-name products after being 
deprived for a long period of fashionable well-made goods. Prices was sometimes a 
secondary consideration. Another rationale behind this buying behaviour was that 
Shanghai people could increase their self confidence and work better if they spent 
money on things they liked or which helped saving their time, as concluded in the 
article. 
Yan further stated in his article that "Understanding the quo qing is crucial for 
brand marketers who want to deliver a product with the value, quality, and 
convenience that will appeal to Chinese consumers. "Guo Qing means Chinese 
� . 
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characteristics or the special situation in China, which appeared in literature more than 
2,000 years ago and was used in the 1920s to assess the socialist and communist ideas 
being introduced in China" as explained in Yan's article. One of the examples of 
'Quo Qing' was the government's one-child policy. It was estimated that one half of 
the premium goods sold in China were bought for the only child - the 'emperor' of the 
family. Another example shown in the article was the state ownership system, which 
had generated a lot of personal consumption, paid for by the liberal expense accounts 
of employees of ministries, the armed forces and state-owned enterprises. Moreover, 
the Confucian philosophy pervaded Chinese culture and formed a center part of 'Guo 
Qing'. Its major characteristics included self-sufficiency, semi-isolation and a strong 
bias toward obedience and against upward feedback. Marketers were thus suggested 
by Yan to study carefully the 'Guo Qing' in formulating their strategies and were 
advised to use official or senior channels to get their things done. 
Furthermore, Yan found out that many shoppers in China were not serious 
buyers, they were merely "just looking" and the Chinese believed in "Never make a 
purchase until you have compared three shops". In fact, shopping was regarded as 
the best pastime in major cities. Chinese people like to be in the 'middle way’ which 
is the other aspect of Chinese culture that influences consumers' behaviour. They 
are afraid to be the pioneer on one hand, but feel discomfort of being left behind on 
the other hand. No wonder, with this kind of mentality, referral is the most powerful 
way of expanding trials to the first wave of consumers. 
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Okumura also found that Chinese consumers were changing tremendously in 
their leisure activities or lifestyle. People turned to karaoke, discos, game centers, 
computer games and tennis, which in turn affected their buying behaviour. With the 
increasing wealth, more trips were also taken, both inside China and overseas. People 
tended to spend less time in housework and hence preferred to eat out, either at fast 
food centers or in high class restaurants. 
"Shanghai men are brand conscious and take pride in wearing brand-name 
products." Okumura added. However, while there was a trend of improvement in 
quality in the consumer market, the Chinese consumer has not yet paid much attention 
to 'time, place, and occasion' in their consumption. This was demonstrated by the 
example quoted in Okumura's report that a young manager of a fish store in the free 
market sold crabs wearing a leather jacket, suit, white shirt and necktie. 
Though Chinese culture has always been patriarchal, that is, father or male is 
typically dominant in the society and family, it is surprising to know that women play 
more critical role in making buying decisions for consumer goods. Business China of 
September 20，1993 reported that more than three-quarters of the decision-makers 
were female in a survey conducted by SRG China. The age of these female decision-
makers dropped from over 60 in Shanghai to only 30-44 in Guangzhou 
From these articles, we leamt that other than the booming economy, the 
ongoing open door policy and the increasing level of income, the high percentage of 
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disposal income to the total income plus the desire for the high fashioned brand-name 
products contributed in growing the retail industry in China but consumer needs might 
vary according to different taste or customs in different geographical areas. 
Product 
Since the Chinese consumers were tied of the low quality of the local goods, 
they pursued high quality foreign products and were willing to pay a premium for 
these goods. High-end branded goods were sold more than the low-end ones. The 
ratio of premium product to popular product sales, according to Yan's article, has 
shifted from 30:70 to 50:50 in two years! In Shenzhen, the proportion was as high as 
60:40 in 1994. 
Consumption has been shifting from necessities to luxury goods which 
satisfies secondary needs like social needs. For example, Chinese people preferred to 
processed foods, milk and dairy products, various beverages, and more highly 
nutritious foods, as reported by Okumura. In addition, more interests were shown in 
ready-made and brand names clothes. It is common to see people in China copying 
the "look" from foreign tourists and buying or consuming goods with propitious-
sounding brand names. "The customers are all dressed differently now - as compared 
with the not-so-distant past when everyone wore the standard blue uniform." said 
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Okumura in his special report "The Consumer Market and Consumer Trends in 
China". 
On the other hand, retail merchants found difficulties in predicting consumers' 
taste and buying pattern, and in understanding the motivation of their purchases, as 
discussed Dennis Ma, the operations manager of Wing's with the reporter, Josephine 
Bow in Shanghai. In the same article "A new shoppers' paradise' on China Trade 
Report, February 1994，a possible cause for the uncertain pattern, as suggested by one 
of the interviewee, is "the sheer volume of higher quality goods and unprecedented 
level of choice made for uncertain buying patterns". 
After several years of 'shutting the door' by the China government and of 
lacking of new products in the market, the Chinese consumers were hungry for new 
goods even those prohibited by the government. Okumura reported that "The most 
popular products in Shanghai are currently the so-called ‘red and green light' 
products. 'Red light' products are those which the authorities ban or restrict, while 
'green light' products are products which manufacturers and the distribution sector are 
promoting in disregard of the authorities.". Air conditioner was one of the typical 
example of such products. While people who were eager to buy this cooling machine 
after learning its comfortness from department store or shopping mall, the authorities 
looked upon air conditioner with displeasure because of the shortage of electricity. 
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Though Chinese like to try new products, simplicity to use is very important to 
attract them to buy. There are several video-cassette recorders on the market whose 
sales are lagging because they offer many functions that buyers do not use, for 
example, as shown in the article "Quo Ging". Consumers in China are quite rational, 
to certain extent, and they always match their utilization with the price they pay. 
Mrs. Wong, the assistant Director of Hong Kong Trade Development Council, 
pointed out the importance of recognizing geographical difference in Retail industry 
when she was interviewed by the Sin Wen Bao's reporter. For example, people in 
Northern China paid more attention to apparel while those in Southern part loved 
eating much more, she said. "Putting its money where its mouth" quoted from 
Josephine's “A New Shoppers' Paradise" emphasized similarly the importance of 
customer needs in providing goods and services by the Retail industry in China. 
Consumers in China are still searching for their own preference, learning new 
product knowledge and their usage, trying to satisfy their needs with various new 
things at different level of prices. In the future, individual differences may be 
established but certainly all the consumers pursue improvement in product quality and 
enjoyment in consumption. 
"For all their long-suppressed aspirations to acquire washing machines, cars, 
and other luxury goods, the Chinese still place a strong emphasis on products that 
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deliver value and satisfy guo qing" as concluded in Yan's article, cultural difference 
and Chinese characteristics must be recognized and met in selling goods in China. 
Pricing 
In "A Retail Revolution" by David Ho and Nancy Leigh on The China 
Business Review, January - February 1994 issue, they mentioned that except for items 
such as coal, gas and minerals which price were controlled by national or local 
commodity price authorities, retail enterprises may set prices for their merchandises. 
Thus, to a broad extent, retail industry in China is free to set their own pricing 
strategy. While we know from various articles above that Chinese consumers are 
hunger for high quality goods and brand conscious, and are willing to pay premium 
price for these goods, retailers must be very careful in price setting to maintain 
competitiveness and sustain the volume after the curiosity factor in the huge demand 
of new products has fade away. 
We learnt from "Retailing" published on February 8, 1993 that there is more 
price-sensitivity than taste between different areas of China, but differences will 
emerge as more products enter the market for the convenience food industry. 
Kentucky Fried Chicken and Ritz Cracker left their products largely unchanged but 
simply priced them lower in order to keep the customers. Campbell soup, in contrast, 
spent a lot of money on research and development to produce new soup flavours. In 
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any event, maintaining quality is essential to justify the higher price of a joint venture 
or imported product. 
From the article "Supermarkets and their Role in Chinese Retailing" in the 
European Journal of Marketing, the shoppers were asked about their perception about 
the price and quality of the goods served by supermarkets. While supermarkets were 
considered to be more expensive than competing shops, in particular, the free market, 
the range of products sold and the quality of the products were perceived as being 
better than in other types of outlets. This demonstrates one of the Chinese beliefs 
"Cheap products are never good and good products are never cheap". 
We understand that premium pricing is viable in China retail industry but the 
products must be maintained at high quality and variety to suit the changing needs of 
the Chinese consumers. However, for goods with similar quality and taste, 
consumers will be able to browse or shop around and will only buy after comparing 
three shops. Therefore, marketers must be careful in setting price to attract as well as 
to retain their customers and to ensure price premium is 'supported' by the superior 
quality or brand-image of a product. 
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Place 
Foreign retailers seeking to sell in China have a number of options to break 
into the market. "The Retail Lowdown" of The China Business Review, January -
February 1994，listed several channels like setting up retail joint ventures with 
Chinese partners, opening retail arms of manufacturing joint ventures, franchising, 
and selling through distribution or consignment agreement with department stores. 
"....choosing the right location is of prime importance...having chosen the right 
city, it is then crucially important to find a prime spot on the most popular shopping 
street." Mr. Ho-fung Chan told the reporter Wendy Tso in "Engineering Retail 
Success" on Hong Kong Industrialist of the November 1993 issue. He recognized the 
location selection being led by not only the purchasing power of the people there but 
also their preference or taste. Targeting key cities is similarly emphasized by Yan in 
"Guo Qing". He suggested to focus initially, on three to five key cities, then to build 
sales, distribution, and manufacturing capabilities over a wider area. 
Nevertheless, the right location should not be overemphasized. As explained 
in the "Guo Qing' article, Chinese consumers will look for the retail outlet if they 
have heard about a product or brand. Therefore, brand or product awareness is crucial 
in product introduction stage. Specialty stores can further help generating the keep-
up-with-the-neighbours effect and can be effective channels for attracting early 
adopters. 
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However, sometimes the selection of place is restricted by the underdeveloped 
and overstrained infrastructure. McDonald, for example, rejected to open up outlets in 
remote cities where they found difficulty in guaranteeing the freshness of their food 
materials due to the inefficient transportation infrastructure. 
Distribution has created a lot of problems to the retail industry. Firstly, the 
overseas producers often found difficulties in clearing their goods from the Customs, 
particularly perishables, in a cost-effective manner. Also brand name owners could 
not freely distribute their goods to the market due to the Government controlled 
distribution network. As revealed by Gene Linn in Asian Business of the July 1994 
issue that brand owners or foreign suppliers did not know exactly where their products 
were to be distributed and they had no control over how they were displayed on the 
shelf or how they were sold. They may find their superior brand products being 
placed with low quality goods in some local shops. This controlled network system 
hinders the brand owners from selecting the right location or places for their products, 
which in turn is harmful to brand image promotion and sales volume. Fortunately, 
China's distribution system has become more and more market-oriented, 
"Rather than relying on one or two ventures, some multinationals are 
diversifying into a variety of businesses.. .diversifying product ranges or the 
geographical markets they tackle." The report in the Asian Business in September 
1994 continues "Yaohan also plans a chain of 3,000 franchised fast-food outlets, and 
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to move into manufacturing consumer products such as cosmetics....". Nowadays, 
retail merchants are required to seek a wider spread or bigger geography to better 
secure their business. 
Promotion 
While Western marketers emphasize image or lifestyle association in 
promoting products to the Chinese consumers, the most effective way to introduce 
new product is to give them the basic knowledge about the products, what and why 
they are for, how much they cost and where they can find them. Yan found that 
media penetration is high especially in Beijing，Shanghai and Guangzhou, where over 
95% of all households owned television sets. Newspaper advertising was also 
regarded an effective by Yan. He proved its effectiveness by giving an example of 
changing an entrepreneur's fortune with an advertisement placement which focused 
on the application and benefits of a water boiler that the entrepreneur produced. 
However, Yan warned that other promotion tactics like posters, promotional 
direct marketing, deep discounts, free trials, and free gifts might be ineffective if they 
were executed improperly. Yan explained that posters had been used in the Cultural 
Revolution to denounce opponents and more recently by university students to 
express disagreement with government policies. The public thus associate posters 
with unofficial propaganda, and that they should not be trusted. 
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Packaging is also important in retailing. As stated in "Guo Qing" “.. surveys 
shown that consumers might end up rejecting a Western product that was made in 
China if its packaging did not look the same, or at least closely resembled, the 
packaging used in international markets. “ It shows how important packaging is to the 
consumers in their perception of product source. Consumers in China prefer 
imported goods, followed by joint venture products to local goods. 
Lacking of experience in modem marketing makes Chinese consumers 
dependent on reputable brands and track record, and hence, the consumers are brand 
conscious and are willing to pay higher price for well known products. Therefore, 
marketers are suggested to use authorized or official media to promote brand names 
and to maintain the high quality to attract their customers. 
In some parts of China where external information is easier to obtain, 
consumers are highly image-conscious and are willing to spend irrational amounts of 
money on a brand name, as told by R. Ramesh, the marketing director at Procter & 
Gamble to the China Trade report in last April. Imported cosmetics are especially 
popular among the status-conscious. This seems to contradict with Yan's "Guo 
Qing" which stated that Chinese consumers did not find foreign detergent, toothpaste, 
and cosmetics attractive because domestic producers were upgrading their products 
quickly and leveraging their market positions to gain superior distribution access. One 
way to reconcile the two views is that Chinese consumers, while brand conscious, 
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they would not blindly obliged to buy prestigious goods after learning the usefulness 
and quality of the goods. Chinese consumers are smart enough to match the value 
they obtained with the price they have to pay. 
As a result, while the varying success of foreign marketers depends on their 
aggressiveness in brand development and the competitiveness of local manufacturers, 
the quality of the product itself is also of high importance to the success of the 
business. 
Marketing Strategies For Various Industries/Comp—^ 
Two cases are described below: Yue Sai Kan's cosmetics business and 
Guerlain China Beauty treatment. Although they have different backgrounds and 
strengths, they entered the China market in a cautious way. 
Yue Sai Kan's cosmetics 
In 1989，Yue Sai Kan started her cosmetic business in China. She hired her 
close friend, a local lady called Shan Hua, as her general manager to set up and look 
after the operations while Kan focused on product development. 
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PrQ(juct 
The company introduced a 32-item line including lipsticks and liners， 
foundations, nail polishes and a blush pack. They reduced the eye colour to a simple 
three-tone case, two browns for contouring and ivory for highlights, to specifically 
suit the Chinese eyes. Kan tried to keep her products to a small number so that they 
could be easier to design, focus and control to suit local Chinese women needs. 
Pricing 
To compete in the flooding cosmetics, Kan was determined to go for the 
middle class market. She set the price at a lower level than the costly imported lines 
and their products were kept at a higher quality than the increasingly sophisticated all-
Chinese or foreign joint venture locally manufactured goods. While their profit 
margin was lower, they stayed competitive in this huge market. 
Kan kicked off her business in Shanghai with 14 outlets in 1992 and then 
opened five more outlets in Peking and others in Tianjin. She targeted to open some 
outlets in the ten coastal cities as well before she entered the market into other Asian 
countries. She chose Shanghai as her pilot site because it was China's fashion center 
and, in her view, the toughest market to crack. She believed that she would be 
successful in the rest of China if she could make it in Shanghai. 
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Sales and Promotion 
Kan made use of television show and newspaper advertisements to promote 
the brand awareness and image before unleashing their product line. Their award-
winning packaging combined Eastern aesthetics and Western practicality. A simple 
but effective makeup instruction foldout with colour chart was included in the 
package. They selected carefully the sales girls and provided them all-round training 
to ensure they were professional enough to serve their customers directly. 
Consumers’ Feedback and Market Share 
Kan's products were regarded as simple to use, geared for Asian women and 
reasonably priced by the customers. Kan's line alone amounted for about 50% of 
middle market sales in 1993. 
Challenges and comments 
Kan is wise to target one single city initially, to test their product's 
competitiveness and the market potential before she expanded her business to 
elsewhere. Her strategy to go for a middle class market is good and she is able to 
maintain her market niche. However, the low margin together with the outdated 
banking system and tightening economic policy in China creates the most serious 
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problem to Kan, the shortage of funds. This problem hindered her from spending 
more money in promoting her products and expanding her business to other cities. 
Guelain's China Beauty Treatment 
Guerlain, France's oldest purveyor of luxury perfumes and cosmetics, stepped 
into China market since 1993 and has established 15 "image counters". 
Product 
The "image counter" sells only limited range of Guerlain's products including 
lipsticks, blusher and facial creams. All products are imported and adopt foreign 
brand and packaging. 
Pricing 
Though the article said nothing about price setting, it is believed that Guerlain 




Though the first "image counter" was opened in Shantou's Watson's, 
Guerlain's China strategy is centered on Shanghai, where contains millions of status-
conscious consumers. 
They have also opened their counters in Beijing, Shenzhen, Guangzhou and 
Tianjin. Most foreign beauty care firms entered into China on the backs of 
department stores but since suitable stores are only handfiil，Guerlain is considering to 
set up its own boutiques to act as marketing flagships and to offer its unique beauty 
treatments with a full range of products. 
FrprnQtion 
Guerlain is keen to promote its brand image and reputation for quality to the 
consumers in China. Its promotion campaign has so far been focused on trade fairs, 
conventions and public relations events but has encountered difficulty in media 
advertising due to the limited availability of suitable and qualified media like 
magazines. 
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Challenges and Comments 
Even though Guerlain is a famous brand, it is not popular in China and has 
low name recognition. The slowdown in retail sales plus the reduced growth rate in its 
own business put additional pressure to the company. Fortunately, the company does 
not expect a short term return from China and is able to establish longer term 
investment plan with its corporates' strong financial capability. The company is 
suggested to penetrate the market by developing more distribution points and 
widening its brand awareness through multiple media channels. 
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CHAPTER V 
CASE STUDIES OF SELECTED RETAILERS 
In depth studies were made on four retailer operations in China. They are : 
Guangzhou Pizza Hut Co. Ltd., Sales Link Co. Ltd., Park'n Shop and Wing's 
Department Co. Ltd. The intent was to cover four different industries in Food & 
Beverages, Fashion Watches, Supermarket and Department Stores. The information 
was collected through interviews, reports, journals and from guest speakers in 
conferences. 
Guangzhou Pizza Hut Co. Ltd. 
Pizza Hut International, together with Jardine Pacific has formed "cooperative 
joint venture" with Guangzhou Shi Zheng Fu Jiguan Fuwu Zhong Xin to establish 
Guangzhou Pizza Hut Co. Ltd., which operates Pizza Hut in South China. The 
Chinese partner in this venture does not play a part in the management board. Its 
major function is to deal with the government units, while Jardine and Pizza Hut 
International looks after the day-to-day operations and also policy setting. 
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Certain criteria are applied to select specific locations within a city. The main 
criterion is the customer flow. The existing restaurants are located in Jiang Nan Tai 
Dao Zhong and Beijing Zhong Lu. Beijing Zhong Lu is considered as the busiest road 
in Guangzhou, and even though the restaurant is situated on fourth floor, it still 
attracts many customers. However, the restaurant in Beijing Zhong Lu needs to be 
torn down soon, due to the construction work of the underground railway starting 
early 1995. A new site is to be chosen but this will slow down to expansion plan of 
Pizza Hut due to the extra manpower and investments required. 
The target customers of Pizza Hut are the local Chinese aged between 18 and 
32 with a monthly household income of around RMB 1,500. Because of 
Guangzhou's proximity with Hong Kong, Guangzhou viewers are exposed to TV 
programs produced and/or broadcast in Hong Kong and are more ready to accept the 
westernized life style. Dining in Pizza Hut is thus positioned as a special events for 
the young families or young couples. 
According to an informal customer survey conducted by the Guangzhou Pizza 
Hut Co. Ltd. last year, over 70% of their customers are from Guangzhou itself. The 
remaining are foreign visitors or visitors from other provinces. 
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There is no direct competitor to Pizza Hut in Guangzhou. However, the local 
Chinese restaurants and other quick-service restaurants including McDonald's are 
considered as competitors, as many of the target customers go to these shops. 
But in terms of interior decoration, cleanliness and quality of food, they are 
very different. Pizza Hut provides air-conditioned dining environment and bright and 
clean interior. Moreover, customers are served with professionally trained staff. 
Waiters and waitresses are trained to international. To the Guangzhou customers, 
dining in Pizza Hut provides them with more value than the food itself. They are 
given an enjoyable time as well. 
All products offered in Pizza Hut Guangzhou are from the global menus. 
There are nine kinds of pizza, three kinds of spaghetti, french fries, onion rings, soup 
and salad. Most products offered are the same as those in Hong Kong, with the 
exception of french fries and onion rings which are additions to meet the local 
demand. Chicken Pizza is also introduced to create a product mix that is adapted to 
local taste. 
The products are priced on the basis of the cost mark-up. The cost of goods 
sold constitutes about 30% of the food price although the government regulation 
requires that 50% of the food price should be the cost of goods sold. Guangzhou 
Pizza Hut's prices are about 20% cheaper than those of Hong Kong, whereas prices in 
Beijing and Fujian are in turn 20% cheaper than that of Guangzhou. The main reason 
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for the reduction among the cities is lower in personnel cost and the ingredient costs. 
Restaurants in Beijing and Xiamen have fewer foreign staff and imported food 
ingredients. As a result, the expenses are lower than that in Guangzhou. 
The expected revenue is measured based on seat turnover. The target is four 
rounds per seat with an average consumption of RMB 42. For a restaurant of about 
200 seats, the daily turnover should ideally be RMB33,600 . The present sales 
volume and profit margin are both lower than what were originally expected. 
Pizza Hut's advertising campaigns focus on their target customers — young 
families and couples. Therefore, the themes of the campaigns try to bring out the 
message that Pizza Hut is a good place for a family gathering and a fun and neat place 
for a social gathering for young people. 
Pizza Hut entered Guangzhou in 1994. Without much information of 
customer behaviour and preferences, Pizza Hut used an strategy of diversification in 
the promotion and advertising tactics. It spent most of the budget on media 
advertising on newspaper and radio programs. It has also used other means such as 
distribution of leaflets, displays of banners and logos on buses. 
Newspaper advertisement was chosen as one of the major advertising media 
because newspaper was considered as the cheapest past-time. Most read the whole 
newspaper carefully - and take in all messages from the paper. Pizza Hut chose to 
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publish short stories which emphasis on love between parents and kids and snapshots 
of life. This is to be in line with the theme that people go to Pizza Hut not only for its 
food, but also treat it as an special event to meet. 
Advertisement on radio channels was also considered effective since most 
families has a radio. However, it is very difficult to ensure that it can reach the target 
customers. Pizza Hut tried to schedule broadcast 4-6 times daily with emphasis in 
after school hours. 
Pizza Hut has carried out informal research which indicated that it was lack of 
awareness to the public. Advertisement with big logos painted on buses was found 
quite effective in getting awareness. 
Pizza Hut has also organized special events to attract awareness and increase 
sales. Public relations program such as treating students and teachers from the school 
for the blind did create publicity in the city. Other events such as free 'Photo with 
Santa' with a minimal purchase of RMB 200 also boosted sales by 40% during the 
Christmas holidays. 
Although customer information is still difficult to obtain, Pizza Hut currently 
employs Oglivy & Mather as their advertising agent and other Hong Kong based 
companies for market research. 
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With the experiences gained in 1994, Pizza Hut will put up a strategic 
marketing plan for the year of 1995. The advertising and promotion budget is set as 
RMB 4 million for the South China region. It is also planned that television 
advertisement will be included for the first time. 
Sales Link Co. Ltd. rSwatch^ 
Swatch is one of the most popular and accepted fashion throughout the world 
with sales over a million annually. They have started to penetrate into China market 
since 1992 by appointing an experienced Hong Kong based China trader as their sole 
agent. The sole agent teams up with business partners in China with extensive retail 
and wholesale experience. 
Swatch aims at targeting fashion-minded and young people aged between 15 
to 40. Brand name, fashion, trendy and collectors' choice becomes the unique selling 
proposition for Swatch. All products being sold are consistent with the worldwide 
product line and are imported from Switzerland. Products are classified into different 
styles and 125 new styles are introduced to the market every year. Sale trends are 
very consistent with the worldwide results, which means the best sellers in the 
worldwide basis are also the same for China. 
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Swatch are priced at a level of 15-20% higher than the price in Hong Kong. 
Basically, "no discount" is the policy imposed throughout China and they also have 
single price for the same product in China. The benefit is better control of 
distribution, reinforcement of product image and avoid competition among outlets at 
different part of China. 
As Swatch is positioned as a trendy and taste-sensitive product, strong 
emphasis was put on advertising and promotion to build product image, introduce 
taste and style to all the potential consumers. Their budget for promotion and 
advertising is notably higher than other companies. Instead of creating new 
advertisements, most material are adopted from the worldwide production in order to 
maintain consistent product image around the world. Both television and newspaper 
have been used as advertising media. However, has to deal with the problems such 
as: poor print quality, unreliable television advertising schedule, incredible high cost, 
and thus lower effectiveness. 
Sales promotion is considered as the most effective tactics. Activities such as 
ribbon cutting ceremony, sponsorship on social events, displays and catalogs, 
newsletter through point of purchase (POP) were the method used to reach their target 
customers. 
As Swatch relies heavily on POP promotion, site selection is crucial to the 
success of Swatch, particularly when the concept of fashion watch is still new to many 
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consumers with purchasing power. Currently, the most popular form is operating 
specialty shops and consignment counters in leading department stores and shopping 
arcades. In the former case, Swatch (its distributor) can fully control display, 
decoration, and merchandise management. Apparently, evaluation of customer flow, 
matching of nearby environment, impact of major construction work and change of 
town planning, cost, development potential are all critical factors need to be carefully 
examined. In the latter case, cash outlay can be minimized. The trouble of site 
selection, shopping environment, and basic infrastructure have also been taken care 
of. However, size, matching of nearby counters, tight control and tough terms from 
the department store, for instance, account receivable cycles are limitations to their 
consignment counters. 
Park,n Shop 
Park'n Shop is the leading supermarket chain in Hong Kong and has over 
hundreds of outlet in the territory. Because of the good connection of the parent 
group, they started pilot operations in China as early as 1984. Prior to 1990，chain 
supermarket with consistent product assortment, merchandise management is unheard 
of. Local chain supermarket only began to emerge in early 90,s in Shanghai by Hua 
Lian and Lian Hua. • 
In Hong Kong, Park'n Shop is positioned as neighbourhood supermarket 
which provide daily necessities to all households. Variety, cleanliness, and efficient 
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services are the critical success factors. In China, conversely, they are positioned as 
the best provider of imported food and grocery items for higher income households 
and expatriate in China. Average store size is smaller than the shops in Hong Kong, 
but imported good quality merchandise is the key element to attract customers. Their 
mission is to offer the best quality imported food and grocery items to China. Store 
traffic and product turnover is lower than in Hong Kong. As most customers aim to 
shop "low volume, high value" goods, they will not treat shopping in Park'n Shop as 
an everyday activity. 
Sales promotion at point of purchase (POP) is the most important and 
successful promotion program. Activities such as free gifts, lucky draw, "best buy of 
the week", and even billboard of the supermarket are key elements of promotion. The 
logo and "Hong Kong Park'n Shop" are always emphasized to reinforce the identity 
of Park'n Shop. Similar to other retailer's comment, since the media industry in 
China is still in its primitive stage, there are not many effective media in terms of 
reaching the right audience as well as carrying the right message. In most cases, 
media advertising is outrageously expensive and availability is difficult to predict. 
On the pricing side, to cover duties and extra overhead, they have priced the 
merchandise at 20% price higher than prices in Hong Kong. Frequent price 
adjustments, and promotion of weekly discount items are typical method to draw 
attention from consumer. 
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In Hong Kong, it is relatively easy to conceive that Park'n Shop will choose an 
outlet based on location, space, access, convenience and cost. Priority will be given to 
convenience, and ease of access, however, the experience in China is that ease of 
access or convenience is in fact not an important criteria for consumers. The first 
reason is consumer purposely go to Park'n shop to buy high quality goods, therefore 
quality and choice of merchandise is more important than convenience. Consumers in 
China are used to very inconvenient shopping practices such long queues, poor quality 
and lack of choices. As such, Park'n Shop prefer to go for supermarkets in residential 
areas so that they can reduce cost in heavy traffic commercial districts, 
To summarize, Park'n Shop has adopted a very different positioning in China, 
and thus, promotion mix and choice of location are very much different. On the other 
hand, pricing and discounting policies have similar effects for China and Hong Kong. 
Wing's Department Store 
Wing's Department Store Co. Ltd. started its operations in Shanghai in 1992. 
It has about 100,000 square feet of floor space. 
Wing's has to rely on demographic studies to work out the positioning since 
other information is not available. However, in China, demographic studies is not 
reliable, due to the quick movement of residents. There is also a lot of infrastructure 
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going on which may attract a lot of workers from other provinces. Hence it is difficult 
to identify the target customers or the potential sales volume. 
For the first year, Wing's found it very difficult to decide which products 
would be acceptable to customers. Information on customer preferences on products, 
sizes, and colour is not available, partly because of the new market and because of the 
government is reluctant to have surveys and researches carried out by foreigners. This 
made merchandising and negotiation with concessionaires difficult. 
There is not much information on the sale trends of department stores, except 
to those for the state-owned department stores. Although the products and service 
offering are very different, sales projections can only be made with data available. 
Traditionally June, October and December have the highest sales. It is the 
standard practice to have promotion campaign in June and sales were boosted to meet 
target. In October, a lot of people come from other provinces for the trading sales 
conference and as such a lot of sales is made. December or Winter period usually has 
higher sales volume since it is traditional for Chinese to purchase and prepare for the 
Chinese new year. 
However, Wing's experienced something quite different from their 
expectations. June is their lowest sales period! This may be explainable by the 
location of the department stores. It is located in a relatively remote area and 
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customers could have been attracted by other department stores that were also on 
sales. It have taken Wing's more than a year to decide on the location of the site but 
there are still many unforeseen factors. 
Since the market is relatively immature, it is difficult to decide which 
marketing tool is the most effective or how the tool would affect sales. Sales 
promotion, being the exception, is the most 'visible' tool where its effects can be seen 
instantly through customers' purchases. In general, the following tools are used: 
1 .Issuance of VIP cards with minimum purchases, this can create loyalty as 
well as increase sales. 
2.There are also appointed lucky draws. Application with the government is 
required and tickets are issued by the government. 
3.Advertising on buses and taxis. This tool is used for creating the awareness 
of the public. 
4.Sponsorships to shows, environmental-related events, special events are also 
made to increase publicity. 
5.Fashion shows and display windows can attract customer flow. 
6.Balloons and even blimps are used to attract attention of customers. 
T.Advertisements are also placed in television, radio, newspaper, magazines 
and also tourist media and house catalogue. 
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In short, new and attractive marketing ideas are required to continuously 
maintain the attention of customers. However, the marketer should also be aware that 
the ideas may be copied by other similar department stores and sometimes it is 




Survey Design/Data Collection Method 
The areas to study are the marketing strategies, budgets, product & pricing, 
and practices that the selected companies have used. The target recipients are the 
companies that have set up their own retail shops, or their products are being sold in 
China. 
A descriptive survey with mailed questionnaire was used. The questionnaire 
was semi-structured with undisguised format. Standardized questions with the fixed 
alternatives were used to shorten the response time in filling out the questionnaire and 
encourage a higher response rate. Follow up telephone calls were also carried out to 
encourage the companies to reply. 
Questionnaire Design 
The questionnaire was divided into 6 areas: 
• Market Organization of the Company 
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• Customer Profile of the Company 
• Marketing Strategies and budgets 
• Product & Pricing strategies 
• Distributions and location selections 
• Challenges that the companies are facing 
A sample of the questionnaire is attached in Appendix 1. 
Sampling Frame & Respnn.se Rnte 
A total of 50 companies were selected. The companies can be broken down 
into these industries. 
Garment Food & Department Luxury Others Total 
Beverage Stores Goods 
Sent 15 9 11 10 5 50 
Responded 6 4 4 2 2 18 
Usable 5 1 2 2 1 1 1 
A total of 18 responses were received. Seven of them have rejected to fill in 
the questionnaire due to company policy or other reasons. The number of usable 
responses is 11, i.e. 22%. 
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Result? 
Although there is not enough information to provide a generalized view of all 
companies, the information received has nevertheless express the views and practices 
of some of the companies. The data collected is presented in the following tables, 
while analysis together with the literature review and interviews is made in the next 
chapter. 
General Information 
Most of the respondents have entered the China market for less than 3 years. 
The result reveals that most companies started their operations since early 90s. In 
fact, the Chinese government has only officially approved the first retail project in 
1992. We also found that some company has started their business in 1985，their 
entrance is via cooperative joint venture and there is no official retail licence. 
Duration. Number of Companies 
0-2 years 5 
. 3-5 years 3 
6-8 years 1 
> 9 years 2 
Total n 
Table 1 The duration of the companies have started operations in China 
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More than half of the respondents have less than 10 outlets in the China. Most 
of the them have only penetrated China for a relatively short period of time, therefore 
they have not yet established a widespread distribution network. Some of them 
started their businesses in the coastal cities as test sites. 
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Table 2 Number of outlets that the company has in China 
Marketing Organization 
Most respondents have relatively small marketing department, half of them 
have less than four (4) staff in the marketing department. The marketing functions 
may not be well established as those in Hong Kong's. 






Table 3 Number of staff in the marketing department 
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Almost all the companies have appointed advertising agents in the past twelve 
months. 
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Table 4 Frequency of appointing advertising agents 
Four companies use only international advertising agents. Five companies use 
both international and local advertising agents, while two use local advertising agents 
only. In general, the companies that use international agencies rated them with 
'Good' or ‘Acceptable’ performance. Those companies that use local agencies only 
found the performance 'Acceptable'. Only those use both advertising agents found 
that improvements are needed. 
Use Use 
Local Agents International Use Both Total 
Only Agents Only 
Good 0 2 0 4 
Average 2 2 2 2 
Needs 0 0 3 5 
Improvement 
Total 2 4 5 U 
Table 5 Agent performance as rated by the appointing companies 
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Advertising industry is also an infant industry in China, most of the comments 
we received are criticisms on the quality and services. Most international agencies 
seem to be performaning better than the local agencies. However, they have entered 
the market for only a short period of time, and they may be lack local connections and 
unique problem solving skills in China. As they accumulate more experience, it is 
expected that the advertising agencies will improve. 
Target customers 
Most of the companies have set their target at customers of 13-48 years old, 
with 25-36 being the most popular sector. The target also have household income of 
over RMB 2,400 per month. Most of the retailers have selected entrepreneurs and 
employee of joint ventures as their target customers. The respondents have rated 
brand image as the most important buying criteria for their target customers. Pricing 
is also considered an important factor, while quality and convenience are not 
considered as important. 
Buying Criteria Number of Companies 
•‘ ,...... . . . . . . . . . 
Price 3 
Quality 2 
Brand Image 6 
Convenience 0~ 
Total n 
Table 6 The most important buying criteria of the target customers 
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Normally, when customers are first exposed to imported goods, they will 
easily be impressed by the packaging, design and promotion gimmicks. The Chinese 
consumers also purchase imported goods to "show-off or to show that they are 
trendy. Therefore, in the current stage, brand image is ranked as the most important 
criteria. “ 
Promotion activities 
Most companies spent most of their budget (about 80%) on media advertising 
and sales promotions. They also indicated that Sales promotions is the most effective 
activity. Although comparatively smaller amount is spent on Public Relations (PR) 
activities, PR activities is rated the second most effective tool. 
Promotion Activities % spending 
Media Advertising 34% 
Sponsorship 11% 
Sales Promotions 42% 
PR activities Wo 
Others 5% 
Total 100% 
Table 7 Average spending (%) of promotion budget on different categories 
59 
Number of times it is 
Promotion Activities ranked as the most 
effective 
Media Advertising 1 
Sponsorship 1 
Sales Promotions 7 
PR activities 1 
Others i 
Total n 
Table 8 Effectiveness of promotion activities 
Media advertising is immature in China, in terms of availability, quality, 
circulation and penetrations. It is observed that retailers tend to spend a considerable 
portion of their budget on media advertising, however the results is quite difficult to 
anticipate. They also focus on sales promotions particularly for short term increase of 
sales and immediate awareness. 
Pricing 
Most respondents (9 out of 11) have set the price in China slightly higher 
than that in Hong Kong. The difference ranges from 5% to 30% with an average of 
18%. The other two respondents set their price the same as Hong Kong's. About 
half of the respondents positioned their pricing as premium pricing, while the other 
half positioned their price as competitive. 
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Price Number of Companies 
Lower than Hong Kong's price 2 
I-10% higher 4 
II-20% higher 3 
21-30% higher 2 
> 30% higher 0 
Total n 
Table 9 The price difference between list price in Hong Kong and China 
Most of the retailers positioned to sell medium to high-end products in China 
to avoid competitions at the lowed-end segments. The medium to low-end segments 
are mainly dominated by local retailers with local products and they have a relatively 
low cost structure compared to foreign competitors. Therefore, foreign retailers have 
to focus at the premium segment of the market. Due to high import and profit taxes, 
high set up costs, and other reasons such as cost of expatriate staff, the retailers have 
to mark up their prices. 
Price Adjustments 
All the companies held semi-annual and/or annual "sale" where the price was 
adjusted downwards. In additions, ad hoc "sale" are introduced by the companies as 
needed. The other two major factors that affect price adjustments are changes in cost, 
and government polices, for example, taxation. 
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Products 
Half of the respondents positioned their products as Fashion/Image Goods. 
This coincides with what they perceived the customers needs. They also considered 
the quality of the products they offered as superior than those of competitors'. 
Product Classifications Number of Companies 
Necessity 2 
Personal Goods i 
Luxury Goods ~~~“ 3 
Fashion/Image Goods ‘ 5 
Total 11 
Table 10 Product classification by companies 
The result is consistent with what we found out for buying criteria where 
image-conscious products at premium pricing are the key area pursued by most 
foreign retailers. 
Location Selection 
On average, customer flow and district are rated the most important criteria for 
location selection of the shops. Running cost and neighbourhood environment are 
also considered as important criteria. Access to suppliers is not considered as 
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necessary. There is no significant difference of location selection between different 
industries. 
Challenges 
In general, most felt that the government intervention is the most challenging 
factor that they are facing in operations inside China. Cost control and location 
selection are the other challenging factors. They found that staffing is relatively less 
troublesome. This is in contrary to what we have perceived. 
Others have indicated the products offered, cultural differences between 
different provinces, and also cultural differences between the West and China, are 




After reviewing the information received from the literature, case studies and 
survey, analysis is made in five aspects: target customers and consumers' behavior, 
products, pricing, place, and advertising & promotions. 
Target Market and Consumers, 
As disclosed from the survey, the target customers of retailers are in general, 
within the age group of 15-40 and usually comes from the higher income group 
(average monthly income of 1500 RMB or above). Entrepreneurs and staff of joint 
ventures usually falls in the category. 
As people in China pay relatively low rent and utilities, their disposable 
income can be as high as 80% of their income. With the vast amount of money on 
hand, it is inevitable that the money is spent on consumers' goods. As they are 
exposed to more and more westernized ideas and products, they put more emphasis on 
brand images. Prices and quality are the secondary criteria for purchasing in this 
stage. 
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One child policy has also changed the consumers' behavior. Parents are more 
willing to spend for their child. It is also noticed that the state-own companies are in 
fact some of the major customers. They are used to purchase gifts for their employees 
as bonuses or allowances, thus creating a big demand. 
Social classes are beginning to emerge and the need for each class will be 
different. More are now willing to eat out and their consumption are more leisure-
oriented. Some retailers have patronage the effect of "special occasion" or "special 
event" as the theme of purchasing to attract the customers. 
However, marketers should be aware of the novelty effect. The products may 
seem to be selling well when introduced to the market, but it may be due to the 'try 
something new' thinking of the customers. It is important to observe whether the 
customers are repeated purchasers. Some customers also made purchases to "show 
o f f and the purchases and selections do not match the overall purchasing needs. This 
is typical in name brands where visible items such as scarf are selling better than 
shoes. 
It is also reported that more and more women are the decision makers of 
purchase. This may be the growing trends and need to be taken into considerations. 
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Product? 
The literature, case studies and our survey confirmed that Chinese consumers 
are attracted by trendy, fashionable brand-name foreign goods, either foreign imported 
or produced by joint venture with foreign packaging. These products are perceived to 
be of superior quality than local products. The literature review further reveals that 
Chinese consumers turn to pursue more luxury goods than necessities and restricted 
goods ("red light" products) are even more welcomed by the consumers. 
Though most of the companies responded to our questionnaire started their 
business in China with less than three years and their products are still in the growth 
stage, they are suggested to work on market research to understand better their 
customer and competitor profiles. We learnt from both literature and cases that 
unpredictability of consumers taste and the lacking of sufficient market information 
have caused retailers difficulties in forecasting the business trend and sales volume. 
Even by trial and error, marketers are still unable to create a controllable or stable 
consumption pattern. Hopefully, with several years of experiences in the China 
market and by conducting more comprehensive market research, retailers are expected 
to match better their customer needs with their products. 
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Pricing 
Premium pricing strategy has always been used by foreign retailers in China, 
as a result of the perceived superior quality of foreign or joint venture goods and/or 
the higher costs and taxes incurred in selling the products. While certain industry, for 
instance, fast food outlet, is able to sell at a price lower than Hong Kong due to the 
lower costs, both survey and cases shown an overall mark up of 10%-20% and even as 
high as 30% in China by the suppliers or retailers when comparing to the prices in 
Hong Kong. While taxes (e.g. value added tax) are not regarded as a key factor in 
causing such mark up in the cases, they are counted as one of the factors in the survey 
result. 
Both the literature review and cases admitted the novelty effect and cutting 
prices is common to sustain sales volume after new products have passed their 
introduction and growth stage. Discounting is one of policies used to attract 
additional sales as stated in the cases and survey though the percentage is usually not 
very high, at 10-20%. Retailers take into consideration the local climate or practice 
when introducing sales period or discounting policy, for example, sales has to be 
taken place for some special dates like June or October. 
Pricing strategies seem alike in the literature, cases and survey and retailers 
have not encountered much difficulties in their price setting. 
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Place 
Customer flow, district and cost are the three most important factors in 
determining the selection of place or outlets by retailers in China as suggested by our 
survey result, which also seem to be in line with our findings from the cases. In 
addition, respondents to our survey do not classify access to suppliers as a key factor 
in place selection. This is also in line with what we learnt from literature review. All 
the case studies emphasize targeting key cities at the beginning with expansion to 
other sites at a later stage. One of the companies in the cases experienced a very long 
process in selecting and finalizing a place for setting up their department store, which 
took them twelve months to complete the whole process. Another company incurred 
business and economic loss due to a forced move of one of their outlets by the 
government for building the underground communication network. These incidents 
reflected the importance of or the costs associated with ignorance of town planning to 
place selection. 
As a conclusion, retailers must pay particular attention to government policy 
or planning, on top of other selection criteria like customer flow or price, before they 
make any decision in selecting their outlets to avoid unnecessary costs by such 
ignorance and to maximize their return. 
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Advertising and Prnmr>t—«； 
Most companies that participated in the interviews or survey use a fixed 
amount budget for advertising and promotions. One other approach, budget set as a 
percentage of expected sales, which is commonly used in Hong Kong and other 
countries are seldom used by the foreign investors in China. This may due to the fact 
that most companies are still in introductory and growth stage, the sales volume is not 
stable and it is difficult to draw direct correlation between promotions and sales. 
Among the many tactics, sales promotions are found to be the most effective 
tool to boost sales for the moment. Most retailers spent 30-80% of their advertising 
budget on Sales Promotion, including discounts, giveaways, lucky draws, issuance of 
VIP cards, issuance of newsletters. Point of purchase displays are also found to be 
very effective. 
Nevertheless, articles have indicated that sales promotion may not always 
work, especially when it is promoted through posters. Posters have long been 
associated with "dissatisfaction" and "complaint" and is widely used by students or 
citizens to express their views. It also carries an "unofficial" sense which is quite 
different from the view of Western customers. 
Media advertising is the next biggest category where marketing budget is 
spent on. It is believed that media advertising tends to be convincing and have an 
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authoritative atmosphere. However, all agreed that the media advertising market in 
China is in a primitive stage. The availability of slots on televisions and radios is 
limited, and even when you get one, you still have the risk that it will be pulled out by 
government officials in very short notice. It is also very difficult to obtain favourable 
time slots as the government imposed very tight control over the foreign cultures and 
ideas being published on television. 
A lot of retailers have chosen to advertise on buses. Big and bright logos are 
painted on buses and it is especially effective to create awareness. One thing to notice 
though is the quality and the maintenance of the advertisement. As the buses travel 
around, it is unavoidable that the paint will wear off and the advertisement may be 
covered by dust. Retailers should be aware of such and ensure that the image they 
intend to project can be carried through. 
The fast expanding retailing market has created much opportunities for both 
local and international advertising agencies. In the last few years, many advertising 
agencies are opened up, and sometimes without the appropriate set up or staff. Since 
the demand on experts is so huge, it is difficult to guarantee the quality. It is 
expected that as more international advertising agents will start their operations in 
China, and with the introduction of graduates from the field of Marketing and 
Advertising, the advertising industry will move to a healthier and competitive world 





Based on the previous analysis, input from the guest speakers and journals, we 
can see that there are major challenges for retailers in China. Firstly, government 
intervention and policy will exert strong influence in the retail industry. For example, 
austerity measures applied with the objective to cool down the economy, will affect 
purchasing power of both individual consumers and companies. We have discussed 
that, considerable purchasing power comes from company expense accounts, 
tightening up of these accounts will definitely have negative impact to retailing. 
Other less predictable policies may also affect business potential, such as consumer 
protection policies, or discouragment of luxury goods from government and “ We 
have to tighten up our pocket for a few years" may affect psychologically the 
consumption climate in general. For example, the Chinese government may decide to 
have some fundamental change in this social policy, such as requiring the public to 
take up more responsibility in housing, medical and education services which are 
traditionally the heaviest burden to enterprise, this will introducte a plunge in 
disposable income. 
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Secondly, inflation. We all know that is a critical topic on top of the agenda of 
the Chinese Government. It may also affect retail industry as it will gradually eat up 
consumption power of the consumers. In particular, when the inflation for daily 
necessities become more acute, the consumers have to reduce the amount spendig on 
luxury on leisure goods. Needless to say, another major impact to retailers is the 
soaring cost. Rental, and salaries will be driven to increase at rate equivalent to 
inflation rates or even higher. Retailers may be hit at both ends of rapid rising cost 
and shrinkage of consumption power by inflation. As quoted by an executive running 
a five-star department store, though they seem to run the business at reasonable gross 
margin, he budgets negative net margins for his store, whereas local counterparts, due 
to much lower cost structure, normally managed to make a profit. 
Thirdly, we foresee the Chinese will have a more open attitude regarding the 
development of retail industry, therefore it means they will gradually accelerate the 
pace of approving its own retailers as well as inviting foreign investment. As the 
industry gets more and more mature, more foreign competitors will emerge and may 
bring in various form of competitions such as warehousing shopping, extensive 
franchising. This emerging foreign competitors can be very sizable and experienced 
retailer in other countries, they choose to play as a "later comer" simply because of 
their conservative attitude but they can be very strong competitors. 
72 
On the other hand, we are all aware that local retailers, even though they are 
considered as poorly managed, lack of innovation, after years of learning they can also 
emerge as competitor to the existing foreign retailers. In fact, some of them are 
starting to copy management styles, promotion gimmicks and other skills in 
merchandise management or using computer technology to assist management. 
Besides copying skills and problem solving techniques, some of them has copied the 
concept or a particular product, image and even intellectual property right of foreign 
retailers. With their strong local presence, low cost structure, or other forms of policy 
protection, they have very good potential to emerge as keen competitors. 
As mentioned in the results of our survey, availability of suitable locations for 
retail shops continues to be a major concern during the expansion of the retail 
business. Most cities in China are undergoing major infrastructure constructions. 
Traffic, customer flow and neighbourhood environment will be drastically affected. 
Currently, when compared to their Hong Kong counterparts, retailers in China tend to 
put less emphasis on site selection. However, as the industry gets mature, intense 
competition among retailers will drive retailers to pay more attention to site planning 
and location selection. Town reform and change of traffic pattern are also important 
topics that retailers must put onto their agenda. 
There are also other challenges to retailers, for instance, most of the existing 
retailers started their business out from their own financing, or from sales proceeds 
from their Hong Kong business, however, as they keep expanding, local financing 
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capability will also become an issue to retailers under speedy development. Retailers 
should try to explore various means of financing, such as listing in China, local 
borrowing etc. 
In addition, we also expect the product will go through the product life cycle 
in a faster pace. It means that retailers should prepare for shorter product life cycle, or 
competitors emerging faster than prediction. For retailing, competition comes not just 
from other retailers offering similar products, but also availability of other 
products/services competing for basically same level of consumption. We expect 
those focused on soft goods, such as clothing, shoes, accessories, may one day be 
competing with domestic or overseas travel, ftimiture or automobile. The trend of 
changing consumption behavior need to be carefully watched and examined. 
Currently, lacking of comprehensive and reliable consumer research is a major 
inhibitor for long term planning in the industry. 
The Futyre Qyitlook 
We have briefly discussed the challenges retailers are facing in operations, 
however, based on the information we have collected, most industry practitioners are 
still very optimistic about the future of retail industry in China. Fueled by the 
perpetual double digit economic growth, income will continue to grow and more and 
more people will join the middle class income bracket, which means the overall pool 
of target consumers will keep on expanding. A stable middle income class and on-
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going rise of real income are the most crucial reasons to remain positive and 
optimistic about the industry in the future. As the industry expands and matures, 
poorly managed retailers will be driven out of the market and the remaining stronger 
competitors will be left. 
Another positive signal is that China has committed to steadily reduce import 
tariff for most consumer products. Besides the lowering of tariff, the reform in 
importation administration and control of imported goods should also be watched out 
closely. Today, there are still serious non-tariff importation barriers, we expect these 
barriers will be lifted gradually. But this also depends on both central government 
policies as well as execution at the province/city level. 
At present, most retailers focus on the large and most metropolitan or coastal 
cities，which is normally the most popular approach for market entry. In the longer 
run, retailers may invest and expand their businesses in second/third class cities. 
Investments have flown into these cities for manufacturing, infrastructure, and energy 
projects. High-pay jobs are provided and more professionals are attracted to move in. 
These cities will gradually pick up the momentum for income growth and will become 
stars for tomorrow. 
We mentioned earlier that some other industries have already penetrate into 
second/third class cities, part of the reason is the increasing cost to operate in large 
cities. Lately, we have seen property prices become stabilized or slightly dropped to a 
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more reasonable level in major cities of China. With the betterment of infrastructure 
in major cities, and various real estate project getting close to completion, more 
choices are now available for retailers. This will help them better plan their site 
development and keep cost under control and apparently, it is beneficiary to the 
healthy development of the industry in the long run. 
Right now, infringing intellectual property right and other illegal gimmicks 
such as misleading advertising, counterfeit products are all upsetting producers and 
has slowed down the growth of the whole industry. We expect these issues will get 
more attention from government following the resolution of the row between US and 
China on intellectual property rights and the latest enactment of the Advertising Act. 
With these issues put under control both at legal and executive level, there will be less 
nuisance retailers can focus their energy in paving their future for their industries. 
Recommendations 
As we go along the evolutions of the industry, followings are some of our 
recommendation for strategic direction for retailers in China. Firstly, one of the major 
cost elements are expatriate staff on assignment. Undoubtedly, they are critical for the 
start up of the operation and help managing inexperienced local staff, however, after 
going the initial stage of the learning curve, retailers should accelerate training and 
development to localized management. Localization also offers along many benefits 
other than lowereing cost, such as better understanding of local needs and consumer 
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behaviours, and connections to solve practical problem. The Chinese government 
will normally welcome additional training and development to local people as it 
shows commitment from investors. 
While most retailers make money out of selling high quality imported goods, 
they should start planning for local sourcing and build up alliance with reputable 
manufacturers (can be either local or foreign) to maintain a reliable source of supply 
of high quality merchandise. We have pointed out it is quite difficult to predict 
product sale trends as well as consumer needs, and the prediction of shorter product 
life cycle when compared to that of Hong Kong, merchandise management and 
product planning become a major challenge to retailers. Rejuvenation and more 
research of the change of taste and consumer behavior offer possible solutions to the 
issue. During the introduction of the brand new concept of retailing from the West, 
we have seen examples of selling average quality products at premium or very high 
price. Consumers accepted these products at very early stage because of the lack of 
knowledge and novelty effect. After a few years, we believe this is not a right 
solution to pursue as consumers mature. As more competitors come into the market, 
the customers have better knowledge to differentiate quality of products and it is 
easier to compare prices among similar products. Therefore one should not t expect 
selling average quality products at premium price as the long term strategy. 
Today, shopping at foreign department stores, or premium specialty stores are 
considered as a major event and purchasing volume is low comparing to the frequency 
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of visit. As income grows and changes in cultural acceptance of high quality goods, 
we can expect shoppers to get used to shopping at high quality foreign-managed 
outlets. When shopping develop into this stage, retailers can expect increased sales 
volumes, but margin is likely to keep stable or even fall. This is due to more 
knowledgeable consumer, more competitions and shopping list switches from goods 
"once in a life time" to more "daily" shopping. Additionally, taking a long term view, 
return on investment does not come until three to five years is now the common 
shared wisdom for almost any investor in China market. Retailing is no different 
from other types of investments and retailers or marketers should always bear this in 
mind. 
In the area of advertising and promotion, we anticipate there will be a shift of 
advertising and promotion objectives. At the introductory stage of the concept of 
western retailing, most advertising and promotion activities aim at creating awareness, 
and building up of product/store image. A senior executives from Advertising 
agencies pointed out that retailers and advertisers have to be careful on the diversity 
between different geographical regions in China. Normally, they are less used to 
sophisticated advertising, but will have very positivive response to high quality 
campaigns and will be fascinated by good quality things which can improve their 
standard of living. As the concept of western shopping become widely accepted and 
more competitors emerge in various forms, promotion and advertising objectives will 
move to image reinforcement, and to certain extent, store or product repositioning. A 
good example is Park'n Shop in China. Today Park'n Shop positions itself as a 
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relatively small scale supermarket offering the best selection and assortment of 
imported groceries and food. Shopping at Park'n Shop is something fashionable and 
rather occasional, therefore Park'n Shop's promotion objectives focused on 
awareness, creating a strong image and position as the best foreign managed provider 
of superior quality groceries. However, after two or three years (may be even 
shorter), they may be doing something similar to what they have been doing in Hong 
Kong, such as matching competition and increasing the frequencies of consumer 
patronage, but they no longer need to tell consumer who and where they are. Also, 
our current study reveals many problems for media advertising primarily in 
availability and quality of production, and this is not likely to change in a very short 
term, hence sales promotion predominates as the major element in the promotion mix. 
As retailers and advertising agencies, one have to closely watch the evolution of laws, 
trends, and regulations related to the advertising industry. For instance, advertising 
law has been passed in October 94 and has become effective in February 1995. The 
new laws aim at removing exaggeration and put tighter control on more sensitive 
goods such as pharmaceuticals. 
In the longer run, media industry will again grow, but it is likely to be slower 
than other industries as there are major issues of opening up for foreign investments 
and ideological concerns. A larger part of the promotion budget is likely to shift to 
media advertising. Also, some new forms of promotion, such as cooperative 
advertising with credit card company, company shopping card, or complimentary 
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products joint promotion are still unknown in China, but we believe they will be 
introduced into China in the near future. 
Finally, we would like to point out some future research topics which are 
relevant to improve the management of retail operations. Topics which are most 
concerned by retailers include changes in buying behaviour under rapid changing 
income growth and increase in expenditure in housing and medical expenses. Other 
interesting topics will be impact of town reform on consumption and retailing, and 
also more extensive studies in media effectiveness, industry structure should also 
provide further reference for strategic management decision making for retail 
executives in China. 
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APPENDIX 1 
Questionnaire used for survey 
(Please tick the appropriate box or boxes. Thanks!) 
GENERAL SECTION 
1. When did your company start operation inside China? 
2. Which industry does your company belong to ？ 
__ Garment __ Food & Beverage — Department Store — Luxury Goods __ Others 
3. Is your company a 
一 Wholly owned foreign enterprise —Equity joint venture _ Cooperative joint venture 一 Others 
4. How many outlets does your company have inside China? 
_ 1 to 5 _ 6 to 10 _ 11 to 15 _ 16 to 20 _ More than 20 
5. How many brands or product lines does your company have? 
_ 1 to3 — 4 to 6 _ 7 t o 9 _ 10 to 12 _ More than 12 
6. Your company's annual turnover amounts to 
— R M B 5,000,000 or below — RMB 5,000,001 to 10,000,000 — RMB 10,000,001 to 15,000,000 
— R M B 15,000,001 to 20,000,000 — RMB 20,000,001 to 25,000,000 
— R M B 25,000,001 to 30,000,000 — More than RMB 25,000,.000 
MAfiKETTNG QKQmZATlO^ 
1. How many staff do you have in your Marketing department? 
— l t o 4 — 5 to 8 — 9 to 12 — 1 3 to 16 _ More than 16 
2. How often does your company appoint advertising or promotion or public relations agency in the past 12 months? 
— A l w a y s — Sometimes Seldom Never 
3. Is the agency(ies) an international or local organization? _ International —Local _ Both 
4. What functions does the agency (ies) provide to your company? (May tick more than one) 
一 Strategy design 一 Promotion/media placement — Marketing research 
— E v e n t organization _ Measurement of effectiveness of promotion activities 
5. How do your find the performance of the agency (ies) your company appoints? 
—Exce l l en t — Good — Acceptable — Needs Improvement — Poor 
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(Please tick the appropriate box or boxes. Thanks!) 
CUSTOMER PROFILE 
1. Please indicate the features that describe your major target customers most appropriately.. 
Age : — 0 - 1 2 _ 13 -24 _ 25 - 36 — 3 7 - 4 8 _ > 4 8 
Sex : — Male — Female — Both male and female 
Household Monthly Income : _ RMB 800 or below _ RMB 801 to 1,600 _ RMB 1,601 to 2,400 
— R M B 2,401 to 3,200 — RMB 3,201 or above 
Occupation : 一 Factory worker —Employee of local company/Government — Expatriate 
—Individual business man/woman — Employee of joint ventures or foreign enterprises 
_ Student __ Housewife — Tourist _ Others 
2. What are your customers' major buying criteria? (Please rank from 1 to 4, 1 being most important and 4 the least) 
一 Price — Quality — Image/Brand/Style — Convenience 
MARKETING STRATEGY AND BUDGETS 
1. Your company's marketing strategy and tactics are 
—Nat ion-wide — by geographic region 一 by brand 一 by customer type 
2. Budget for advertising and promotion in your company is planned basing on 
一 a fixed amount per year 一 a percentage of sales, around % per annum 
— a percentage of profits, around % per annum — Others, by 
3. Please indicate percentage of advertising/promotion spending in following categories for the past 12 months : 
% 
a. Media advertising 
b.. Sponsorship 
c. Sales promotion 
d. PR activities 
e. Others 
Total J M 
I 
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(Please tick the appropriate box or boxes. Thanks!) 
4. How do you find the effectiveness of the marketing/promotion activities : 
Very effective Effective Not very Effective Not effective at all 
a. Media advertising 
b.. Sponsorship of social 
event 
c. Sales promotion 
d. PR activities 
e. Others 
PRICIIVG 
1. On average, what's the percentage of the list price inside China versus that in Hong Kong? 
a. — % higher than Hong Kong's list price 
b. Same as Hong Kong's list price 
c. — % lower than Hong Kong's list price 
2. Is there any discount policy for normal days? — Yes — No 
If yes, by what percentage? 一 More than 50% _ 40% to 50% _ 30% to 40% 
— 2 0 % to 30% _ 10% to 20% _ 10% or less 
3. Any "sales" period ？ 
_ No _ Monthly 一 Quarterly — Semi-annually 一 Annually 
— O n ad hoc basis — Others 
4. What's the frequency of adjusting the list price or discount policy? 
_ Monthly. _ Quarterly — Semi-annually — Annually — Event driven 
5. What are the major reasons for the price/discount adjustment? 
__ Cost push — Inflation — Competition — Tax — Repositioning 
—Government influence — Others, please specify 
6. Comparing to your competitors, your company's position for pricing is : 
— P r e m i u m pricing — Competitive 一 Less expensive 
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(Please tick the appropriate box or boxes. Thanks!) 
PRODUCT& OUTLET 
1. Your products can be classified as : 
__ Necessity — Leisure purpose _ Personal interest goods — Fashion/Image goods 
2. Relative to your competitors and in terms of quality, your products are : 
— B e s t 一 Superior than most of competitors' — Average — Economical 
3. Most of products in your company are now facing : 
__ Introduction stage — Growth stage — Mature stage __ Repositioning 
4. Please rank the importance of the following criteria in selection the location for your outlets : 
(from 1 to 8，1 being most important) 
Rank 
a. Customer Flow 
b. District (e.g. commercial, residential) 
c. Neighbourhood environment 
d. Price (Rent or purchase cost of outlets) 
e. Government policy/subsidies/incentives 
f. Consistence of town planning 
g. Distance with suppliers 
h. Convenience of access 
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(Please tick the appropriate box or boxes. Thanks!) 
CHALLENGES 
1. Please rank the importance of the following obstacles/difficulties to your company's operations inside China, 
(from 1 to 9，1 being most important) 
Rank 
a. Customer acceptance or attitudes 
b. Location or outlet availability 
c. Government Intervention 
d. Competitions 
e. Staffing 
f. Chinese Partner 
g. Cost 
h. Economy or consumption power 
I. Others, please specify 
COMPANY PROFILE (Optional section for distribution of result) 
1. Company Name 
2. Company Address 
3. Name and Title of Person to Contact 
4. Contact Phone No. 
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